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Dear Commissioners:

Subject: Docket No. 2008-0274 — Decoupling Proceeding

Questions from Panel Hearings Held on June 29 to July 1, 2009

On July 1, 2009, during the decoupling panel hearings held on June 29 to July 1, 2009,
the Commission issued PUC Hrg. Ex. 1 which asks specific questions regarding the HECO
Companies’ response to PUC-IR-14." The responses to these questions are provided in
Attachments 1 and 2.

During the hearings the Commission verbally asked the Companies questions
regarding the Consumer Advocate’s and the HECO Companies’ Joint Final Statement of
Position, filed on May 11, 2009, as revised on June 25, 2009, and also asked for written
clarification of the Companies’ positions and testimony made during the hearings. The
following responds to these requests:

1. What can the Commission do to help improve the Companies’ financial health?

Response: In general, there are four themes that are important to improving the
Companies, financial health:
1. Reasonable assurance that costs incurred to provide service to ratepayers are
paid for through the rates paid by ratepayers
2. Timely recovery of those costs incurred to provide service to ratepayers
3. Regulatory support that aligns incentives with policies
4. Reducing regulatory uncertainty — which is directly related to the previous
three points above.

! The “HECO Companies” or “Companies” are Hawaiian Electric Company, Inc., Hawaii Electric Light
Company, Inc. and Maui Electric Company, Limited.
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The Companies require a realistic opportunity to earn the return reasonably
determined to be fair.

A fair return must:

(1) be commensurate with returns on investment in other enterprises having
corresponding risks and uncertainties;

(2) provide a return sufficient to cover the capital costs of the business, including
service on the debt and dividends on the stock; and

(3) provide a return sufficient to assure confidence in the financial integrity of the
enterprise to maintain its credit and capital-attracting ability.

For example, HECO has not been able to earn its allowed return in recent history.
Below is a summary of the HECO’s recent returns’:

Return on Rate Base Return on Common Equity
2005 6.20% 6.92%
2006 6.78% 7.61%
2007 4.92% 4.52%
2008 7.05% 8.07%
2009 1st Qtr 6.42% 7.32%

The returns that HECO have actually earned have been substantially lower than those
used to establish rates in its recent rate cases for a number of reasons.

Structural La

First, although interim rate orders in HECO’s most recent rate cases generally have
been issued within the time frames set by law, the lag between the start of the test year
and the interim rate relief has not allowed HECO the opportunity to actually earn the
allowed return in the test year. This is due in part to the timing of the filing of the rate
case applications by HECO. However, even if the Company were to file its rate case
at the earliest possible time allowed under the Commission’s rules (as it has done in
the HECO 2009 rate case rate case Docket No. 2008-0083), six months prior to the
start of the test year, the statutory deadline for an interim decision would be May at the
earliest (and June if the evidentiary hearing has not been held). Because of this
structural lag, it would be difficult for the Company to achieve its authorized return in
the test year even if it were to file its rate case application at the earliest allowed date.
Under the test year concept, the amount of the rate increase approved by the
Commission in a general rate case, which uses an average rate base, generally is the
increase in revenues necessary at the beginning of the test year. Unless a rate increase
is effective at the beginning of a test year, the utility will not have an opportunity to

? Interim and final rates in HECO’s 2005 test year rate case (Docket No. 04-0113) were based on a 8.66% rate
of return on rate base (“ROR") and a 10.7% rate of return on common equity (“ROE"). Interim rates in
HECO's 2007 test year rate case (Docket No. 2006-0386) were based on a 8.62% ROR and 10.7% ROE.
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earn the fair rate of return on rate base determined to be fair and reasonable by the
Commission, based on the estimated results of operations for the normalized test year.
If the rate increase is received later in the test year, the amount of the rate relief
actually received in the test year will be proportionately lower than that determined to
be nccessary.3

HRS §269-16(d) does not require a decision in nine months; it simply requires that the
PUC “make every effort to complete its deliberations and issue its decision as
expeditiously as possible and before nine months from the date the public utility filed
its completed application; provided that in carrying out this mandate, the [PUC] shall
require all parties to a proceeding to comply strictly with procedural time schedules
that it establishes.” If a decision is rendered after the nine-month period, the PUC
“shall report in writing the reasons therefore to the legislature within thirty days after
rendering the decision.” The schedules agreed to by the parties invariably require
more time, due to the time required for the pre-discovery phase (public hearings,
motions to intervene), discovery phase (information requests and filed testimonies),
hearing phase, briefing phase, and decision phase.

Accordingly, July 1st is the earliest date the Companies may file for a test year
(without a waiver) that runs from January 1 through December 31 of the following
year. Typically, that means that a rate increase is not authorized until well into the test
year.

HAR §6-61-87(4):"...The test year shall be a forward test year, determined as follows:

(A) If an application is filed within the first six months of any year, the test
year shall be from July 1 of the same year through June 30 of the following year; or

(B) If an application is filed within the last six months of any year, the test
year shall be from January 1 through December 31 of the following year;”

HAR §6-61-92 allows PUC to modify the HAR §6-61-87(4) requirement if it “would
impose a financial hardship on the applicant or be unjust or unreasonable.” The

* Tt may be worthwhile for the Companies to propose and for the Commission to consider the possibility of
revising the Commission’s rules to advance the allowable date to file a general rate increase application so that
there is consistency between that time frame and the statutory deadline for issuance of an interim decision.
Without such a structural change to the rate case process, it would be difficult for a utility to obtain interim
rate relief by the beginning of the test year and to achieve a fair return on its utility property in the test year.

Even though interim rate orders allow cash flow to come to the Company during the period leading up to the

final decision, the fact that a refund could be ordered with interest creates a degree of unease among the rating

agencies and investors. Accordingly, since a statutory deadline exists for interim rate orders but not final

decisions, Commission issuance of both interim and final orders as expeditiously as is feasible would help to
@ allay investor uncertainty that can have a negative impact on HECO’s cost of capital.
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Companies have previously received test year waiver requests granted for the early
filing of rate increase applications.*

Actual kilowatthour sales lower than sales forecast per the rate case

Second, kilowatthour sales were lower than forecast in the rate cases, resulting in
insufficient revenue dollars, which deteriorated returns. Beginning after 2004, sales
growth has reversed into sales decline, and fixed costs recovered through rate
components that vary with usage are not recovered until rate increases can be
implemented.

Actual sales for HECO in both 2005 and 2006 were less than the sales assumed in the
2005 rate case. Additionally, actual sales in 2007 and 2008 were less than the sales
assumed in the 2007 rate case. And finally, 2009 sales are projected to be less than the
sales assumed in the 2009 rate case.

O&M Cost increases

Third, costs are increasing faster than the revenues received to pay for those costs. For
example, in 2006 HECO received a full year of the 2005 test year interim rate
increase, but still was unable to achieve its authorized returns. Likewise, in 2008, the
Company had a full year of the 2007 test year interim rate increase, but faced higher
O&M than what was included in the test year revenue requirement. As long as cost
increases outpace sales growth and revenues are based on sales, the Company will be
in an endless cycle of catch-up, struggling to achieve a fair return on its utility
property.

The following are essential for HECO to actually have a realistic opportunity to earn a
fair and reasonable return:

- Examples of test year waivers granted for early filing of an application:
= Order No. 16031, issued October 20, 1997, in the 1999 MECO Rate Case (Docket No. 97-0346)
=  Approval based on:
=  Anticipated completion of the Maalaea Unit M17 in November 1998
®  Increased O&M and depreciation expenses
=  Very low sales growth
»  MECO filed its application on January 9, 1998, and PUC issued an interim decision on
December 28, 1998
*  The final order, Amended D&O 16922, was issued on April 6, 1999
®  Order No. 12804, issued November 4, 1993 in the 1995 HECO Rate Case (Docket No. 7766)
=  Approval based on:
=  Large amount of capital projects that were anticipated to be completed in 1994 and 1995
*  High depreciation and O&M expense growth than historically experienced
*  Higher payments to IPPs for non-fuel components of energy charges that were not recovered
through ECAC.
= HECO filed its application on December 27, 1993 and the PUC issued its interim decision on

December 20, 1994.
*  Final D&O 14412 issued on December 11, 1995
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(1) Rate relief allowed in the HECO Companies’ periodic rate cases should be
both adequate and timely. To be adequate, test year revenue requirements must
fully reflect test year costs, as adjusted to account for known and measurable
changes in the way the Company does business. To be timely, rate relief must be
timed to coincide when cost increases incur.

(2) The HECO Companies should be allowed to continue to flow through changes
in fuel and purchased energy costs through its ECAC.

Mechanisms that allow the HECO Companies to begin recovering substantial new or
increased costs that occur between rate cases need to be implemented.

The Companies currently faces rapidly rising O&M costs and rising capital
expenditures. It is essential that cost recovery be aligned with cost incurrence if the
Companies are to have a realistic opportunity to actually earn the return found to be
fair by the Commission, because sales are not growing and therefore cannot offset the
increases in costs. If traditional rate cases do not allow cost recovery to keep up with
cost increases, then new mechanisms need to be developed.

Rate Base Increases

Fourth, under traditional ratemaking, utilities have to wait for rate cases to be
processed to begin recovering costs incurred to install new infrastructure, which
means there can be a substantial lag in recovering costs, and even substantial cost
under-recovery - which can result in credit degradation and a higher cost of capital.
The later in the test year that the increase is received, the lower will be the amount of
the increase actually received in the test year. In simple terms, if an annual increase of
$50 million is awarded after one-half of the test year has passed (which is the earliest
that the interim increase could be made effective), then only approximately one-half of
the increase (or $25 million) will actually be received in the test year.

To help address these issues, traditional ratemaking should be supplemented with
other ratemaking tools, such as mechanisms that allow cost recovery to begin as soon
as new facilities go into service.

A number of alternative ratemaking structures have previously been implemented In
order to better time cost recovery with cost incurrence.

Alternative Ratemaking Structures

End of Year Rate Base Proposals. This involves a deliberate mismatch of average
sales and expenses with end of year rate base. It has been adopted for test years that
reflect large capital expenditures (i.e., large differences between average and end of
year rate base). The Commission has previously approved end of year rate base
proposals.
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Two Year Test Year Period. A Two-Year Test Year Period supports “phased”/’step”
relief extending over two years due to successive events that will occur in such years.
This mechanism requires budget projections up to 2 years in advance. In addition, this
mechanism requires Commission approval to use a two year test year period. The
Commission has previously approved two year test period waiver requests.

Step Increases. This mechanism is intended to time cost recovery with significant
expenses or changes in rate base. Step increases have been implemented for capital
projects’, power purchase agreementsﬁ, and other expenses (e.g., wage increases,
OPEB). This mechanism generally involves the use of annualized costs and benefits.
The step increase in rates reflects the impact of the significant expense or change in
rate base when it does go into effect or service and customers receive the benefits of
the significant expense/capital project.

The HECO Companies have proposed mechanisms to better time cost recovery with
cost incurrence, while allowing for reasonable customer protections and regulatory
review. The Consumer Advocate agreed to the proposed mechanisms discussed
below.

Decoupling

The Joint Decoupling Proposal filed in the “Joint Final Statement of Position of The
HECO Companies and Consumer Advocate” on May 11, 2009, includes a sales

% The Commission has recognized the appropriateness of including the full costs associated with major

generating unit and transmission line additions in the test year results of operations. Accounting for the full
costs in this manner will allow the utility the opportunity to earn a reasonable rate of return on the total
investment in its major generation project, from the time it goes into service. In MECO Docket No. 7000,
which utilized a 1993 test year as well as a 1992 test year, the Commission authorized two step increases in
1993 (timed to coincide with the addition of the units to MECO's system) based on the annual costs and
benefits of adding M16 and M15 to MECO'’s system. The annual costs included depreciation expenses. (The
impact of the adjustment to include the full costs of these generating units on revenue requirements was offset
to some extent in the final decision and order by recognizing annual sales and revenues (net of fuel expense)
for new customers added in 1993.) In Docket No. 7766, which utilized a 1995 test year, the Commission
authorized, on an interim basis, a step increase in August 1995 based on the annual costs of adding the Waiau-
CIP transmission lines to HECO's system.

® The Commission approved the use of step increases for purchase power agreement capacity costs, based on the

N

full annual costs of such PPAs. In Docket No. 6531, which utilized a 1990 test year, the Commission
authorized the inclusion of the annual costs and benefits associated with the Kalaeloa Partners, L.P.
(“Kalaeloa™) PPA (by which HECO added 180 MW to its system) in revenue requirements, and a step increase
based on the annual costs and benefits, even though the Kalaeloa facility went into commercial operation five
months after the conclusion of the 1990 test year.

In Docket No. 6998, which utilized a 1992 test year, the Commission authorized a step increase in September
1992 for HECO’s PPA with AES Barbers Point, Inc. (“AES-BP”, now known as AES Hawaii, Inc.), by which
HECO added another 180 MW to its system. The 1992 test year revenue requirements in Docket No. 6998
included the annual costs and benefits for the AES-BP PPA, even though AES-BP went into commercial
operation in September 1992.
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decoupling mechanism, which will be implemented through a Revenue Balancing
Account (“RBA™), and a Revenue Adjustment Mechanism (“RAM”). The purpose of
the sales decoupling mechanism is to remove the linkage between utility sales and
revenues, in order to encourage energy efficiency. The purpose of the RAM is to
adjust revenues (which are decoupled from sales) to reflect changes in revenue
requirements between rate cases related to increases in cost due, for example, to
inflation and to continued investment in infrastructure necessary to maintain service
reliability.

Purchased Power Adjustment Clause

As proposed in the HECO 2009 rate case (Docket No. 2008-0083), a separate clause
which would allow the Company to pass through all reasonably incurred purchased
power agreement costs including all capacity, O&M, and other non-energy payments
approved by the Commission (including those acquired under the feed-in tariff) and it
would either decrease the Company’s risk profile or increase the Company’s
borrowing capacity or some combination, thereof. The greater the certainty of cost
recovery, the more positive the impact on the Company’s risk profile. Recovery
through a cost recovery mechanism will reduce cost recovery risk, but will not
eliminate it, since there would always be a risk of future changes to a recovery
mechanism. Reduced risks could result in lower return requirements to investors.

Rating agencies are aware of the Companies’ large purchased power obligations. S&P
states in its November 28, 2008 Summary report:

The consolidated financial profile is ‘aggressive’, reflecting in part
the very heavy debt imputation Standard & Poor’s Ratings Services
applies to HECO for its long-term power purchase agreements
(PPAs). These obligations added about $469 million in on-balance-
sheet debt 2007 and about $568 million beginning in March 2008
and reflect evergreening of PPA obligations. (Consistent with our
published criteria, we assume that expiring PPA contracts are
replaced with new ones at similar terms.) While we apply
significant debt obligations to HECO, we also recognize the
historical reasons that have led to HECO buying a substantial
amount of its power supply from third-party suppliers and that the
regulatory recovery of capacity costs associated with these contracts
has been supportive.

REIP/CEI Surcharge

Establishment of an REIP/CEI Surcharge to expedite cost recovery of infrastructure
that supports greater use of renewable energy or utility grid efficiency. The proposed
REIP/CEI Surcharge also would be used to recover costs that would normally be
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expensed in the year incurred and to recover costs stranded by clean energy initiatives,
subject to the Commission’s prior approval.

The Companies need to raise additional funds for renewable infrastructure capital and
deferred software development projects, while still continuing to make other
investments required to maintain the reliability of the existing system. The
Company’s current capital expenditure budget is already significant given the aging
infrastructure. The REIP/CEI Surcharge demonstrates timely ability to earn on and
recover clean energy investment and expenses which is supportive of credit quality.

The HECO Companies need to be able to raise the capital in the financial markets to
construct and install these infrastructure projects without degrading credit quality, or
increasing the cost of capital, either of which would be detrimental to ratepayers and
the development of third-party renewable energy projects. The REIP/CEI Surcharge
will demonstrate regulatory support and result in more immediate cost recovery which
could reduce investors’ perceptions of risk (although the HECO Companies would still
need to raise the capital in the first place). This may help to maintain credit quality
and cost of capital, and mitigate the potential degradation in credit quality caused by
increasing capital requirements.

S&P addressed electric utilities’ rising capital expenditures. For example, in a report
dated March 9, 2009, S&P cautioned that, “Slow recovery of costs could further
impinge on its liquidity as short-term funds are consumed to finance high working-
capital needs.” The report added that:

“In addition to fuel-cost recovery filings, regulators likely will have to be addressing
significant rate increase requests related to new large generating capacity additions,
infrastructure and reliability upgrades, and environmental modifications. Current cash
recovery and/or return by means of construction work in progress may mitigate the
significant cash flow drain and reduce the utility’s need to issue debt securities during
the construction cycle.” and “To the extent that utilities increase their capital budgets
to address these needs, they will be highly dependent on electricity rate increases to
sustain bondholder protection measures.”

The HECO Companies will also be addressing the question of “what can the
Commission do to help the Companies improve their financial health” in their post
hearing written briefs.

2. Table 6, page 8, NRRI Scoping Paper: Is decoupling a disincentive to energy
efficiency by reducing payback periods for energy conservation measures?

Response: Please refer to Attachment 3.
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3. Please explain the Companies’ response to question 1 of NRRI's Scoping Paper,
Appendix 2 that states that the HECO Companies recover approximately 90% of their
fixed costs through volumetric rates.

Response: Please refer to Attachment 4 which describes the review undertaken by the
Companies and the Department of Business Economic Development and Tourism
(“DBEDT”) regarding the percentage of fixed costs recovered through the Companies’
volumetric rates.

4. What other costs decrease with sales besides fuel and purchased power expenses?

Response: In its response to DBEDT’s question posed during the decoupling panel
hearings, the HECO Companies acknowledged that there are certain production O&M
expenses that are related to sales levels, such as expenses for chemicals and water.
However, these expenses are relatively small, especially in comparison to fuel and
purchased power energy expenses. To illustrate the relative magnitude of these
production O&M expenses related to sales levels, the HECO Companies provided to
the DBEDT the avoided energy cost rates for September 1, 2008 and June 1, 2009 that
the HECO Companies filed with the Commission, as required by the decision and
order in Docket No. 7310. These filings for HECO, HELCO, MECO Maui, Lanai,
and Molokai Divisions are provided in Attachment 5. The line item “(2) Avoided
O&M Cost” provides an estimate of those production O&M expenses that are related
to sales levels. While the Avoided O&M Cost changes from year to year, it is small in
comparison to the total avoided energy cost rate; similarly it is small in comparison to
total fuel and purchased energy expenses.

5. How will the RAM revenues be accounted for in the RBA/RAM process?

Response: Based on the Joint Final Statement of Position, the Company would submit
its annual RAM filing by March 31 of each year. The RAM filing would include the
proposed target revenues for the year, based on the rate adjustment mechanism
described in the proposed tariff. Thereafter, the Consumer Advocate and Commission
would have 60 days to review the annual RAM filing, and tariffs based on the filing
would become effective on June 1 of the year.

Because this mechanism is new, initially the new target revenues for the year would be
established upon the completion of the review period (June 1). While described as an
automatic adjustment mechanism, as a new mechanism, until the review period is
completed, there is uncertainty that the proposed target revenues will be the revised
target revenues for the year (revenues adjusted for the RAM filing), until it has been
reviewed.

After the review period has elapsed (and adjustments to the RAM filing, if any, are

made), the new target revenues have been established, and the collectability of the
@ revised target revenue becomes certain. At that point, the HECO Companies would
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begin to accrue the difference between the revised target revenues and the actual
revenues through the end of May, based on the monthly allocation of target revenues.

This is different from other automatic adjustment clauses, as this is a new mechanism
and there is an explicit period in the tariff for review of the filing by the Commission
and Consumer Advocate before it becomes effective.” Thus there would be a lag in
the revenues for the first five months of the year, at which time we would accrue the
revenues to “catch-up” to the target revenues allocated through May. Thereafter,
revenues would accrue based on the target revenues based on the monthly allocation
factors.

6. What is in the HECO Companies’ proposed inclining block rate design for
schedule R customers?

Response: The inclining block rate design is proposed and stipulated to for residential
customers in the current open rate cases: HECO test year 2007 and test year 2009;
HELCO test year 2006; and MECO test year 2007. The proposed inclining block
designs for the HECO Companies’ Schedule R rates have the following common
design elements: 1) each have three usage blocks; 2) the usage blocks differ in price
by about 1 cent per kWh; and 3) the highest 10% of usage is targeted by the highest or
“tail” block. These proposed rate designs will be implemented if approved by the
Commission in their respective rate cases. Although the response of residential
customers to the implementation of inclining block rates is not known, to the extent
that reduced kWh sales are anticipated from the higher priced blocks, the potential
reduction in fixed cost recovery due to reduced sales can be higher under a residential
pricing regime of inclining block rates than under the traditional residential rate design
that has a single average rate.

7. Please correct the arithmetic errors in the response to PUC-IR-43.

Response: Please see Attachment 6, which is the revised Attachment 2 to the HECO
Companies’ response to PUC-IR-43 .

8. If the rate base RAM is calculated based on major projects that may have costs that
are disallowed in a rate case after its implementation, how does the proposed RAM
tariff address this situation?

Response: Please see Attachment 7 which is the revised draft RAM provision tariff
that states that RAM revenues (including interest) associated with major capital

7 If after the RAM mechanism has been in place for a period of time, and the review process does not result in
adjustments, there may be a basis to conclude that there is certainty that the revised proposed target revenues
at the time of the RAM filing will be collected, and accrual of the target revenues allocated through March 31
could be accrued at that time.
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projects’ costs that are disallowed by the Commission will be refunded to customers
(see highlighted language). The Consumer Advocate has concurred with this revised
draft of the RAM provision. Beginning with their March 30, 2009, “Joint Proposal on
Decoupling and Statement of Position of the HECO Companies and the Consumer
Advocate” through their last submittal of the “Revised and New Exhibits for the Joint
SOP” filed in a letter to the Commission on June 25, 2009, the Consumer Advocate
and the Companies have reflected their agreement to refund RAM amounts (including
interest) collected prior to the Commission’s review of the major projects to the extent
that these costs are disallowed (see Exhibit C, Section V, Item D, “Significant/Major
Projects”.) Unfortunately, the description of this agreement had inadvertently been
overlooked for inclusion in the RAM tariff previously.

9. How will the Companies address the issue of outages and the target revenues?
Response: Please see Attachment 8.

The HECO Companies thank the Commission for this opportunity to clarify their testimony
and address the Commission’s concerns regarding the decoupling proposal.

Sincerely,

Darcy L. Endo-Omoto
Vice President

Hawaiian Electric Company, Inc.
Hawaii Electric Light Company, Inc.
Maui Electric Company, Limited

Enclosures

cc: Division of Consumer Advocacy
Hawaii Renewable Energy Alliance
Haiku Design and Analysis
Hawaii Holdings, LLC, dba First Wind Hawaii
Department of Business, Economic Development, and Tourism
Hawaii Solar Energy Association
Blue Planet Foundation
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HECO Companies’ Responses to:
Commission Questions to the Companies-July 1, 2009
PUC Hearing Exhibit 1

l]'-L"lE:t)s.c see Attachment 1.(a) to this response, column C, for the sales foregone under the HECO
Companies’ decoupling proposed in the absence of a RAM. In the HECO Companies’ response
to PUC-IR-14, Attachment 1, as revised on June 29, 2009, on sheets 1, 5, and 9, line 4 for each
Company, respecfivcly, net revenues are estimated assuming that sales decoupling is in place
beginning at July 1, 2009 for HECO, at October 1, 2010 for HELCO, and at July 1, 2010 for
MECO. On sheet 2, 6, and 10, line 4 for each Company, respectively, net revenues are estimated
assuming that there is no sales decoupling and no RAM. For each of the HECO Companies, on
sheets 1 and 2, 5 and 6, 9 and 10, the same assumption for rate case timing is used. The
difference between the line 4 values on sheets 1 and 2, 5 and 6, 9 and 10, represents the value of

the revenue foregone due to sales decoupling, as shown in Attachment 1.(a) to this response.

For all HECO Companies, for years 2011 through 2013, the revenue foregone each year is

related to forecasted year over year sales increases, as shown in Attachment 1.(a) to this response.
For the year 2010, HECO' and HELCO show a sales decoupling impact subsequent to
implementation of a final decision in a test year 2009 rate case and an interim decision in a test
year 2010 rate case, respectively. For the year 2010, the MECO calculations assume that actual

sales equal test year sales and no sales decoupling impact is expected.

! In HECO’s scenario without RAM and no sales decoupling, the ROE used is 11.25% for 2010 versus a ROE of
11.00% for the scenario with RAM. This assumption is consistent with the Company’s Rebuttal Testimony filed

May 22, 2009, Docket No. 2008-0083. This resulted in HECO's 2010 net revenue number to differ between these
two scenarios.
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1(b):
Please see Attachment 1.(b) to this response, column E, for the ratio of the RAM to sales

foregone as illustrated in the HECO Companies’ response to PUC-IR-14, filed on June 29, 2009.
Column F reflects the estimated ROEs of the Companies with sales decoupling and the RAM for
the same period of 2010 through 2013. Based on this analysis, none of the Companies would
earn their authorized ROE levels, which is 10.70%” (see Attachment 2 to this response) even if
the RAM is implemented.

1(c):

Please see Attachment 1.(c) to this response which calculates the HECO Companies’ sales
foregone for the years 2005 through 2008, which assumes that for all the Companies, 2004 is a
“base” year for net revenues, i.e., earning at authorized ROEs. In column B of Attachment 1.(c)
to this response, the Companies’ revenue targets are calculated using the last authorized revenue
requirement (less fuel and purchased power expenses, grossed up for revenue taxes). The
calculation of the annualized net revenues for the test years are shown on WP 1.(c).1 to this
response.

The implementation of these net revenue targets are assumed to take place at the time the
Commission orders either the final or the interim decisions and orders in the rate cases. The only
exception is the Final Decision & Order issued in HECO’s 2005 rate case (Docket No. 2004-
0113). In this analysis, the target revenue based on the Final Decision & Order is reflected on
the date that the Interim Decision & Order was issued. Thus, the analysis reflects no revision to

the target revenues due to the difference between the revenues authorized by the Commission in

L

2 HECO 2007 test year rate case, interim D&O No. 23749 filed October 22, 2007, Docket No. 06-0386. HELCO
2006 test year rate case, interim D&O No. 23342 filed April 4, 2007, Docket No. 05-0315. MECO 2007 test year
rate case, interim D&O No. 23926 filed December 21, 2007, Docket No. 06-0387.
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its Interim and Final Decision & Orders. Dates that the decision and orders were issued are also
found on WP 1.(c).1 to this response.

The O&M and rate base RAM calculations for the Companies are found in WP 1.(c) 2 for
HECO, WP 1.(c) 3 for HELCO, and WP 1.(c) 4 for MECO to this response. The calculations for
the RAMs are based on the methodologies proposed and illustrated in the revised Joint Final
Statement of Position, Exhibit C, Attachment 6, filed on June 25, 2009. The O&M and rate base
RAM estimates developed for this response were developed solely by the HECO Companies and
have not been reviewed and concurred to by the Consumer Advocate.

The periods that the RAMs and target revenues from preceding rate case decisions and
orders are assumed to be in place during the 2004 through 2008 period are also based on the
Companies’ and Consumer Advocate’s Joint Final Proposal, as reflected in Exhibits C, filed on
June 25, 2009, and Exhibit C, Attachments 1 and 2, filed on May 11, 2009.

The sales foregone are shown in column D of Attachment 1.(c) to this response and are
calculated as the difference between the recorded revenues (shown in column C of Attachment
1.(c) to this response) and the target net revenues based on having sales decoupling only (shown
in column B of Attachment 1.(c) to this response). Column A, Sales Decoupling and RAM, is
provided to compare what the net target revenues would have been if the RAM had also been

approved and implemented during the 2004 through 2008 time period.

2: Attachment 2 to this response provides the five-year simple average ROEs for HECO,
HELCO, and MECO, respectively (confidential information). As this financial information for

future years is nonpublic information that should not be disclosed publicly as it might trigger

requirements under the rules and guidelines of the Securities and Exchange Commission and/or
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the New York Stock Exchange that information that would be meaningful to investors be
released to all investors, if the information is disclosed beyond a limited number of “insiders”
(including persons required by agreement to maintain the confidentiality of the information and
to use it only for proper purposes), it is being filed under the Protective Order issued on January
9, 2009 in this proceeding. If this attachment is not filed under the Protective Order in this
proceeding, the disclosure of nonpublic financial information might trigger disclosure
requirements under the rules and regulations of the Securities and Exchange Commission and/or
the New York Stock Exchange. Because this information is confidential, a table showing the
differences between Scenario 1 and the other scenarios is provided in Attachment 2.

The dates assumed for rate cases for the three scenarios were provided in the Companies’
revised response to PUC-IR-14, filed June 29, 2009, on page 5, 7, and footnotes 3, 5, and 6.

These assumptions are summarized in the table below.

Company | Scenario 2009 |2010 (2011 |2012 |2013
HECO 1. w/RAM Jul2 | RAM |Jull RAM | RAM
2. w/o RAM same cycle Jul 2 Jul 1
3. w/o RAM more freq RC Jul 2 Jul 1 Jul 1
4. RPC w/reset Jul 2 RAM |Jull RAM | RAM
5. RPC w/o reset Jul 2 RAM |Jull RAM | RAM
HELCO | 1. w/RAM Octl [RAM |[RAM |Jull
2. w/o RAM same cycle Oct 1 Jul 1
3. w/o RAM more freq RC Oct 1 Jul 1
4. RPC w/reset Octl |RAM |RAM |Jull
5. RPC w/o reset Octl |RAM |RAM |Jull
MECO 1. w/RAM Jul 1 RAM |Jull RAM
2. w/o RAM same cycle Jul 1 Jul 1
3. w/o RAM more freq RC Jul 1 Jul 1
4. RPC w/reset Jul 1 RAM |Jull RAM
5. RPC w/o reset Jul 1 RAM |Jull RAM
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The above table reflects the assumed interim decision and order dates granting the
interim rate reliefs in the test years. To simplify the calculations, the awards authorized by the
Commission in its interim decision and orders were assumed to be the same as the award
authorized in its final decision and orders.

The Companies’ currently proposed ROEs are described below. For HECO, the
proposed ROE is 11.0% (with approval of the RAM) and 11.25% (without approval of the
RAM). Further discussion regarding HECO’s proposed ROEs may be found in HECO RT-19,
filed in HECO's 2009 test year rate case, Docket No. 2008-0083, filed on May 22, 2009.
HELCO’s and MECO’s proposed ROEs of 10.7% were authorized in the Commission’s Interim
Decision and Order No. 23342, filed April 4, 2007, in Docket No. 05-0315 (HELCO’s 2006 test
year rate case) and in Interim Decision and Order No. 23926, filed December 21, 2007, Docket
No. 06-0387 (MECO 2007 test year rate case). Both HELCO’s and MECO’s ROEs were agreed

upon by all the parties in their respective rate case proceedings.
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Confidential Information Deleted
Pursuant To Protective Order, Filed on
January 6, 2009.

Decoupling Docket
Hearing Exhibit - Question 2

HECO Companies' Response:

(a) Summary of Average ROEs presented in PUC-IR-14, page 8

Five Year Average ROE (2009-2013)

Scenario

With RAM

Without RAM-same cycle

Without RAM - More frequent cycle
Revenue Per Customer, reset
Revenue Per Customer, no reset

o B L 5

Difference from Scenario 1

With RAM

Without RAM-same cycle

Without RAM - More frequent cycle
Revenue Per Customer, reset
Revenue Per Customer, no reset

&n G N3

ROE Baseline
Currently Proposed ROE (with RAM)
Currently Proposed ROE (without RAM)

HECO (N.1)

%
%
%
%
%

HECO

0.00%
-0.72%
-0.33%
-0.87%
-0.90%

11.0%
11.25%

%
%
%
%
%

0.00%
0.31%
0.31%
0.17%
0.19%

10.7%
NA
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HELCO

%
%
%
%
%

HELCO

0.00%
-0.12%
0.17%
-0.43%
-0.39%

10.7%
NA

N.1 For year 2009 included in the scenario analyses above, HECO's ROE was assumed to be 10.5% as
agreed upon by the Parties for the Interim Decision (see HECO's Statement of Probable Entitlement, filed on
May 18, 2009, in its 2009 test year rate case, Docket No. 2008-0083). For years 2010 to 2013, the analyses
for the scenario with RAM was based on HECO's proposed ROE of 11%. The analyses for scenarios without
RAM were based on HECO's proposed ROE of 11.25% (assuming no RAM). Further discussion of the
Companies' proposed ROE are found in Attachment 1 (the Companies' response to Question 2 of the PUC

Hrg. Ex. 1).
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Is Decoupling a Disincentive to Energy Efficiency?

On June 30, 2009, during the decoupling panel hearings, Mr. Alan Hee gave an oral
explanation of Table 6 on page 8 of NRRI’s Scoping Paper , explaining that the payback period
for a customer that wants to invest in an energy conservation measure actually decreases when a
sales decrease results in a positive sales decoupling adjustment to the unit cost of electricity.
Therefore, under this circumstance, sales decoupling can result in increased incentives for energy
efficiency. The following is the written explanation as requested by the Commission.

Case | of Table 6 assumes that there are only two customers that each consume 500 kwh
per year, for a total consumption of 1000 kwh. The cost of a kwh is 10 cents; therefore, each
customer’s bill is $50. In case 1, without decoupling, a $20 investment by the two customers
saves a total of $5 annually, or 50 kwh. Total consumption has decreased to 950 kwh.
(Apparently, the two customers are sharing equally the investment and savings of the measure).
The payback period is, therefore, the investment cost divided by the savings:

Payback period = $20 + $5 = 4 years

With decoupling of earnings, the two customers receive a decoupling adjustment of $3
since the fixed costs associated with each kwh saved is 6 cents. According to Table 6, the bill
savings to both customers is no longer $5, but is $5 less $3, or $2. For the same $20 investment,
under decoupling:

Payback period = $20 + $2 = 10 years
Case 2 of Table 6 assumes that there are the same two customers. This time only one
customer makes the investment, saves 50 kwh, or $5, and retains all of the bill savings. His/her

resulting bill of $45 represents a savings of 10% below the non-conserving customer’s bill ($5 =
$50 = 10%). The payback period for this conserving customer, without decoupling, is 4 years:

Payback period = $20 + $5 = 4 years

Total consumption has deceased to 950 kwh, but without decoupling, the non-conserving
customer’s bill is unaffected by the actions of the conserving customer.

With decoupling of earnings, the savings of 50 kwh results in a decoupling adjustment of
$3; however, since the resulting consumption of the two customers is different, the assignment of
the decoupling adjustment must be made on the basis of the kwh consumed. Therefore, a
decoupling adjustment in cents per kwh must be computed.

The decoupling adjustment in cents/kwh is:

Decoupling adjustment = $3 + 950 kwh = $0.00316, or 0.316 cents/kwh
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The decoupling adjustment for both customers is:

for the conserving customer = 450 kwh x $0.00316 = $1.42
for the non-conserving cust = 500 kwh x $0.00316 = $1.58

According to Table 6, the conserving customer’s net savings is equal to the savings from
the conservation measure less the increase due to the decoupling adjustment and the recalculated
payback period is:

Conserving customer’s net savings = $5.00 - $1.42 = $3.58
Payback period = $20 + 3.58 = 5.6 years

However, this NRRI payback period calculation for the conserving customer with
decoupling cannot be applied outside of this hypothetical example. First, this example has only
two customers. Therefore, it is clear to the conserving customer that the decoupling adjustment
of $1.42 cents is the result of his/her own conservation actions. As a result, it may be reasonable
under this hypothetical situation that the conserving customer may include the impact of the
decoupling adjustment in the calculation of the payback period.

However, in a real utility system, which has many customers (HECO’s system has about
300,000 customers) the decoupling adjustment is not clearly the result of any single customer’s
energy conservation behavior, but is rather the result of the collective behavior of all customers
due to energy conservation, weather, economy, and other variables. Therefore, the conserving
customers are unlikely to view the decoupling adjustment as the result of their own actions and
include it as an offset to savings in their payback calculations.

Furthermore, the typical payback calculation uses the energy savings from the energy
conservation measure times the electricity price as the benefit:

Payback period = investment + savings benefit from the investment
The electricity price under decoupling in the Table 6 example is (10 + 0.316) = 10.316
cents/kwh. Applying this approach to the example in Table 6, the conserving customer, under
decoupling, will typically calculate his/her savings as:
Savings = 50 kwh x (10.316) cents/kwh = $5.16
The payback period is:
Payback period = $20 + $5.16 = 3.88 years

This can be compared to the payback period without decoupling of 4 years.
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Thus, under decoupling, an increase in the price of electricity resulting from energy
efficiency lowers the payback period, making the investment in energy efficiency more attractive
not only for the conserving customer, but for non-conserving customers as well.

In addition, note that under decoupling the conserving customer’s bill is reduced to
$46.42 (including the decoupling adjustment). The non-conserving customer’s bill is $51.48
(including the decoupling adjustment). The conserving customer’s bill remains 10% below the
non-conserving customer’s bill ($51.48 — $46.42 = $5.06, $5.06 +~ $51.48 = 9.8%),
approximately the same 10% savings (with rounding) as he/she saw without decoupling.
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Response on Fixed Cost Recovery In Rates

In the HECO Companies’ response to the NRRI Scoping paper Appendix 2, question 1, the
HECO Companies indicated that approximately 91% of their fixed costs is recovered through
volumetric charges. Fixed costs are the sum of customer-related and demand-related costs in the
respective rate case cost of service studies that are the basis for the currently effective base rates
as authorized in the Companies’ last rate cases (HECO test year 2005, HELCO test year 2000,
and MECO test year 1999). The volumetric charges are the total revenues from energy charges,
demand charges, and other charges based on the amount of energy and demand charges from the
final rate designs in those respective rate cases.

At the Decoupling panel hearings, the Department of Business, Economic Development, and
Tourism (“DBEDT”") shared with the HECO Companies its calculations that were based on the
proposed rate designs in the open rate cases: HECO test year 2009, HELCO test year 2006, and
MECO test year 2007. The HECO Companies found that the DBEDT calculations correctly
compute the percentage share of the proposed energy charges that recover fixed costs.

The HECO Companies provided to DBEDT calculations of the amounts of fixed costs recovered
by the customer charge, energy charge, and demand charge elements of the proposed rate design
in the HECO TY 2009 direct testimony, by rate schedule, that was prepared in the same manner
that the HECO Companies calculated their response to the NRRI Scoping paper Appendix 2,
question 1 referenced above (see WP-4a). DBEDT acknowledged that they understood how the
calculations were made but has chosen to make a separate submittal to the Commission.

The attached workpaper, WP-4b provides the supporting calculations, by rate schedule, for the
HECO Companies’ response to the NRRI Scoping paper Appendix 2, question 1 that shows that
91% of the HECO Companies’ fixed costs are recovered through volumetric rates. The HECO
Companies’ volumetric rates are the kWh (energy) charges and the kW (demand) charges, since
the amount that customers pay varies directly with the kWh and kW that is used as measured by
a billing meter. To the extent that fixed costs are recovered in the per kWh charges, it is clear
that reductions in sales will reduce recovery of fixed costs. However, the level of kW usage also
varies in conjunction with sales. A customer who installs a more efficient motor or more
efficient lighting can reduce both kWh and kW energy use. A reduction in the general level of
business, such as a hotel’s reduction in the use of air conditioning due to lower occupancy levels
can also reduce both kWh and kW energy use. When kWh and kW levels are reduced, energy
and demand charges are reduced, and fixed cost recovery is reduced.




Hawaiian Electric Company, Inc.

L1

L3

L4
LS
L6

L7=L4+L6

L8=L1+L7
L9 = (L2-L5) + L7
L10=16+L7

Rate Design Cost Recovery
Source: HECO-2214, Docket No. 2008-0083
R
Test Year mWh sales 2,088,400
Rate Design Recovery
Customer Charge $28,299.2
Energy Charge & Adij. $561,703.5
Energy Charge $662,351.1
Schedule E -$660.1
Minimum Bill $69.3
Power Factor Adj. $0.0
Apartment House -$56.8
Rider T & Sch U.. $0.0
Service Voltage Adj. $0.0
Demand Charge & Adj. $0.0
Demand Charge $0.0
Power Factor Adj. $0.0
Rider M & Rider | $0.0
Service Voltage Adj. $0.0
Total $590,002.7
Amounts Recovered By
Customer Charge $28,200.2
Energy Charge & Adj. $561,703.5
$0.0
Total Rate Design $590,002.7
Cost of Service Study
Allocation of Costs

394,300

$13,846.4

$103,21586

$103,321.6

$117,062.0

$13,846.4
$103,215.6

$0.0
$117,062.0

HECO_WP-2203, page 61. Docket No. 2008-0083

Customer-Related Costs $75,238.4
Energy-Related Costs $373,208.4
$141,465.7
Total Cost of Service $590,002.5
Fixed Costs $216,704.1
% of Fixed Costs
Recovered by:
Customer Charge 13.1%
Energy Charge & Adij. 86.9%
Demand Charge & Adi. 0.0%
Total Fixed Cost Recovery 100.0%

$17,196.3
§70,962.1

$28.904.0
$117,062.4

$46,100.3

30.0%
70.0%

100.0%

2,108,600

$7,855.2

$432,233.0

$434,938.8
-§384.2
$0.0
-§794.7
§0.0
-$648.1
-$878.8

$96,203.0
$97,565.4
-$183.9

-$854.4
-$324.1

$536,201.2

$7.855.2
$432,233.0

$536,291.2

$11,187.7
$377,917.9

$147.186.4
$536,202.0

$158,374.1

5.0%
34.3%

100.0%
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DS ) E Total
1,209,388 1,819,612 37,500 7,657,800
$120.0 $1,37786 $116.4 $51,614.8
$229,067.3  $355,210.3 $9.9008  $1,601,330.5
$231,5155  $363,049.0 $0,887.6  $1,705,063.6
-§133.0 -$241.0 -$8.7 -$1,532.0
$0.0 $0.0 $0.4 $69.7
-$2,315.2 -$3,630.5 $0.0 -$6,740.4
$0.0 $0.0 $0.0 -$56.8
$0.0 $312.2 $0.0 -$960.3
$0.0 -$3,655.0 $21.5 -$4,513.3
$41,3455 $78,685.1 $0.0 $216,233.6
$42,661.7 $80,884.0 $0.0 $221,1111
-$426.6 -$808.8 $0.0 -$1,419.3
-$889.6 -$668.3 $0.0 -$2,4123
$0.0 -$721.8 $0.0 -$1,045.9
$270,632.8  $435273.0  $10,017.2  $1,959,178.9
$120.0 $1,3776 $116.4 $51,614.8
$229,067.3 $355,210.3 $9,900.8 $1,691,330.5
$41.345.5 $78.685.1 $0.0 $216.233.6
$270532.8  $4352730  $10,017.2  $1,950,178.9
$248.4 $834.1 $205.0 $104,909.9
$214,703.4  $325,392.3 $6,581.4  $1,368,855.5
$56,581.1 $109,046.2 $3.231.1 $485414.5
$270,632.0  $43527268  $10,017.5  $1,959,179.9
$55,820.5  $109,880.3 $3,436.1 $590,324.4
0.2% 1.3% 3.4% B8.7%
25.7% 27.1% 96.6% 54.6%
141% 11.6% 0.0% 36.6%
100.0% 100.0% 100.0% 100.0%




ATTACHMENT 4

Hawalian Electric Company, Inc.
Rate Design Cost Recovery
Final Rates, Docket No. 04-0113
R g 4 H ET e ps E Total
Test Year mWh sales 2,154,400 377,500 2,013,000 53,400 173,740 2,168,528 875,132 40,300 7,856,000
Rate Design Recovery
Customer Charge $24,748.1 $12,078.9 $5478.7 36106 §19.2 §$796.4 §708.4 $974 $44627.7
Energy Charge & Adj. $370,052.8 $61,878.1 $260,581.8 $7,166.0 $19,043.3 $248,401.1 §101,806.4 $6,650.3  §1,075,579.8
Energy Charge $370,332.7 $61,087.4 $262,615.5 $7.1723 $19.188.5  $251,0405  $102,633.0 $6,640.7 $1,081,580.6
Schedule E -$443.0 -$66.1 -$207.7 -$6.3 -§10.2 -§168.2 -§76.2 -§6.2 -§983.9
Minimum Bill $237.6 §0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $237.6
Power Factor Adj. $0.0 $0.0 -§475.7 $0.0 -$115.0 -$2,510.4 -§823.7 $0.0 -$4,024.8
Apartment House -$65.1 $0.0 $0.0 $00 $0.0 $0.0 $0.0 $0.0 -$65.1
Rider T & Sch U.. -$9.4 -$43.0 -$819.8 $0.0 $0.0 $0.0 $38 $0.0 -$876.0
Service Voltage Adj. $0.0 -§0.2 -$530.5 $0.0 $0.0 $30.2 $1771 $158 -§298.6
Demand Charge & Adj. $0.0 $0.0 $56,380.8 $957.8 $4,038.9 $54,714.3 $26,320.1 $0.0 §142412.0
Demand Charge $0.0 $0.0 §57,301.0 $957.8 $4,063.3 $56,816.9 $26,646.1 $0.0 $145,785.1
Power Faclor Adj. $0.0 $0.0 -$111.8 $0.0 -$24.4 -$668.2 -§239.8 $0.0 -§943.8
Rider M & Rider | $0.0 $0.0 -§646.4 $0.0 $0.0 $1,5435 -$136.4 $0.0 -$2,326.3
Service Voltage Adj. $0.0 $0.0 -§162.3 $0.0 $0.0 $9.0 $50.3 $0.0 -$103.0
Total $304,800.9 $73,057.0 $3224413 $8,734.4 $23,101.4  $303.811.7  $1289250 $6,747.7 $1.262,6194
Amounts Recovered By
L1 Customer Charge §24,7481 $12,078.9 $5478.7 $610.6 §$19.2 §$706.4 §$798.4 $97.4 $44627.7
L2 Energy Charge & Adj. §370,052.8 $61,878.1 $260,581.8 $7,166.0 $19,043.3 $248,401.1 $101,806.4 $6,650.3 §1,076,579.8
L3 $0.0 $0.0 $56,380.8 $957.8 $4,0389 $0.0
Total Rate Design $304.800.9 §$73957.0  $3224413 $8,734.4 $23,101.4 $303,911.7 $128,925.0 $6.,747.7  §12626194
Cost of Service Study
Allocation of Costs
L4 Customer-Related Costs $56,525.5 $12843.2 $8,981.5 $610.4 $20.1 $1,1481 $689.1 $00.7 $80,824 6
LS Energy-Related Costs $208,721.4 $36,732.5 §185,742.1 $5,188.0 §16,318.4  $204,815.7 $84.611.1 $3,800.2 §755,920.4
L& §120.5636 $245812 SULII74 $2.836.1 §6.753.9 $97.950.0 $43.4249 $28477
Total Cost of Service $304,800.5 $73,956.9 $322441.0 $8,7345 $23,101.4  §303911.8  §$128925.1 $6,7476 $1.262,6188
L7=L4 +1LB Fixed Costs $188,079.1 §37,224 4 $126,608.9 $3,548.5 $6,783.0 $99,006.1 §44,314.0 $2,047.4 $506,680.4
LB=L1+L7 13.3% 324% 4.3% 17.2% 0.3% 0.8% 1.8% 3.3% 8.8%)
L8 = (L2-L5) + L7 86.7% 67.6% 51.2% 55.8% 40.2% 44.0% 38.8% 96.7% 63.1%
L10=L6+L7 0.0% 0.0% 44.5% 21.0% 58.5% 55.2% 59.4% 0.0%
100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
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Hawalii Electric Light Company, Inc.
Rate Design Cost Recovery
Final Rates, Docket No. 99-0207
R G J H B E Total
Test Year mWh sales 350,900 77,800 242,300 24,200 236,800 3,800 935,800
Rate Design Recovery
Customer Charge §6,327.2 $3341.1 $7956 $163.4 $283.5 $0.0 $10,9108
Energy Charge & Adj. $67,124.4 $16,580.7 $37,483.5 $3,847.0 $31,1358 $738.0 $156,918.4
Energy Charge $67,151.7 $16,618.4 $37,817.8 $3,852.4 $32,614.6 $731.9 $158,786.8
Schedule E -$119.7 -$28.7 -$41.6 -$5.4 -$29.8 -$0.7 -$225.9
Minimum Bill $1348 $0.0 $0.0 $0.0 $0.0 $6.8 $141.4
Power Factor Adj, $0.0 $0.0 -$7.0 $0.0 -§440.3 $0.0 -$447.3
Apartment House -$422 $0.0 $0.0 $0.0 $0.0 $0.0 -$42.2
Rider T & Sch U.. $0.0 $0.0 -$132.7 §0.0 §0.0 $0.0 -$132.7
Service Voltage Adj. $0.0 $0.0 -$153.0 $0.0 -$1,008.7 $0.0 -$1,161.7
Demand Charge & Adj. $0.0 $0.0 $5,753.8 $651.1 $5,026.8 $0.0 $11,431.7
Demand Charge $0.0 $0.0 $6,281.4 $651.1 $5,543.4 $0.0 $12,475.9
Power Factor Adj. $0.0 $0.0 -$1.1 $0.0 -$74.8 $0.0 -$75.9
Rider M & Rider | $0.0 $0.0 -$499.8 $0.0 -§272.2 $0.0 -§772.0
Service Voltage Adj. $0.0 $0.0 -$26.7 $0.0 -$169.6 $0.0 -$196.3
Total $73.451.6 $19,930.8 §44,032.8 $4,661.5 $36,446.1 §738.0 $179,260.9
Amounts Recovered By
L1 Customer Charge $6,327.2 $3,341.1 $795.6 $163.4 $2835 $0.0 $10,910.8
L2 Energy Charge & Adj. $67,124.4 $16,589.7 $37,483.5 $3,847.0 $31,1358 $738.0 $156,918.4
L3 & $0.0 $0.0 $5.753.8 $651.1 $5.026.8 $0.0 $11.431.7
Total Rate Design $73.45186 $19,930.8 $44,032.8 $4,661. $36,446.1 $738.0 $179,260.9
Cost of Service Study
Allocation of Costs
L4 Customer-Related Costs $15,045.9 $4,8339 $1,860.7 $263.9 §395.9 §209.2 $22,419.5
LS Energy-Related Costs $27.888.7 $6,192.1 $19,247.6 $1,924.8 $18,408.4 $302.5 §73,964.1
L6 -Relat 517, $8.9048  $229346  $24728  §17,6418 $406.3 $82,877.3
Total Cost of Service $73.4516 $19,930.8 $44,032.9 $4,661.5 §36,446.1 $738.0 $179,260.9
L7=1L4 +L6 Fixed Costs $45,562.9 $13,738.7 $24,785.3 $2,736.7 $18,037.7 $435.5 $105,296.8
% of Fixed Costs
LB=L1+L7 Customer Charge 13.9% 24.3% 3.2% 6.0% 1.6% 0.0% 10.4%)
L9 = (L2-L5) + L7 |Energy Charge & Adj. 86.1% 75.7% 73.6% 70.2% 70.6% 100.0% 78.8%
L10=L6+L7  |Demand Charge & Adj. 0.0% 0.0% 23.2% 23.8% 27.9% 0.0% 10.9%)
Total Fixed Cost Recovery 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
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Maui Electric Company, Ltd. - Maul Division
Rate Design Cost Recovery
Final Rates, Docket No. 97-0346
R <} Jd H 2 E Total
Test Year mWh sales 339,841 80,800 209,849 25,633 341,312 4,663 1,002,098
Rate Design Recovery
Customer Charge $3,0025 $1,836.5 $635.9 $133.1 $288.9 $0.0 $6,886.9
Energy Charge & Adj. $45424.0 $11,785.2 $24,804.9 $3,063.8 $32,865.2 $591.7 $118,534.8
Energy Charge $45617.2 $11,769.0 $24,930.5 $3,067.6 $33,539.5 $590.3 $119,514.1
Schedule E -$62.2 -$138 -$24.3 -$3.8 -$29.8 $16 -§1355
Minimum Bill §79.9 $30.0 $0.0 $0.0 $0.0 $3.0 $1129
Power Factor Adj. $0.0 $0.0 -$4.1 $0.0 -$301.9 $0.0 -$305.9
Apartment House -$210.9 $0.0 $0.0 $0.0 $0.0 $0.0 -$210.9
Rider T & Sch U.. $0.0 $0.0 -$86.6 $0.0 -§5.3 $0.0 -$91.9
Service Voltage Adj. $0.0 $0.0 -$106 $0.0 -§$337.3 $0.0 -$347.9
Demand Charge & Adj. $0.0 $0.0 $3,927.2 $408.6 $5,711.6 $0.0 $10,047 4
Demand Charge $0.0 $0.0 $4,321.9 $408.6 $6,196.1 $0.0 $10,926.6
Power Factor Adj. $0.0 §0.0 -$1.2 $0.0 -$55.8 $0.0 -$56.9
Rider M & Rider | $0.0 $0.0 -§391.5 $0.0 -$365.5 $0.0 -$757.0
Service Voltage Adj. $0.0 $0.0 -$2.0 $0.0 -$63.3 $0.0 -$65.3
Total $49,416.5 $13,621.7 $29,368.1 $3,605.5 $38,865.7 $591.7 $135,469.1
Amounts Recovered By
L1 Customer Charge $3,992.5 $1,836.5 $635.9 $133.1 $288.9 §0.0 $6,886.9
L2 Energy Charge & Adj. $45,424.0 $11,785.2 $24,804.9 $3,063.8 $32,865.2 $591.7 §118,534.8
L3 Demand Charge & Adj. $0.0 $0.0 $3927.2 $408.8 $5711.6 $0.0 §10047.4
Total Rate Design $49,416.5 $13,621.7 $29,368.1 $3,605.5 $38,865.7 $591.7 $135,469.1
Cost of Service Study
Allocation of Costs
L4 Customer-Related Costs $8,584.2 $2,071.0 $861.0 $273.0 §437.4 $254.7 $12,481.3
LS Energy-Related Costs $15,759.8 $3,766.8 $9,780.7 $1,193.6 $15,726.7 $213.9 $46,450.5
Lé Demand-Related Costs §25,072.4 $7,783.9 $18.717.5 $2,139.0 $22.701.6 $1231 $76.,537.5
Total Cost of Service $49,416.4 $13,621.7 $29,368.2 $3,605.6 $38,865.7 $591.7 $135,469.3
L7=L4+L6 Fixed Costs $33,656.6 $9,854.9 $19,578.5 $2,412.0 $23,139.0 $377.8 $89,018.8
% of Fixed Costs
LB=L1+L7 Customer Charge 11.9% 18.6% 3.2% 55% 1.2% 0.0%
L9 = (L2-L5) + L7 |Energy Charge & Adj. 88.1% 81.4% 76.7% 77.5% 74.1% 100.0%
L10=L6+L7 Demand Charge & Adj. 0.0% 0.0% 20.1% 16.9% 24.7% 0.0%
Total Fixed Cost Recovery 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%




Maui Electric Company, Ltd. - Lanai Division

L1

L3

L4
LS
L6

L7=L4 +L6

LB=L1+L7
L9 = (L2-L5) +L7
L10=L6+L7
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Rate Design Cost Recovery
Final Rates, Docket No. 97-0346
R G J H E E Total
Test Year mWh sales 6,654 1,540 5,759 545 11,798 118 26,414
Rate Design Recovery
Customer Charge $108.5 $42.0 $16.3 $18 $4.8 $0.0 $1734
Energy Charge & Adj. §1,2035 §315.2 $1,159.8 $98.0 $2,062.3 $21.9 $4,850.8
Energy Charge $1,202.0 $314.4 §1,160.2 $98.1 $1,715.2 $21.9 $4511.8
Schedule E $1.4 -$0.2 -$0.6 -$0.1 -$11 $0.0 -$34
Minimum &ill $2.9 $1.0 $0.0 $0.0 $0.0 $0.0 $3.9
Power Factor Adj. $0.0 $0.0 $0.2 $0.0 $0.0 $0.0 $0.2
Apartment House $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0
Rider T & Sch U.. $0.0 $0.0 $0.0 $0.0 $364.4 $0.0 $364.4
Service Voltage Adj. $0.0 $0.0 $0.0 $0.0 -$26.2 $0.0 -$26.2
Demand Charge & Adj. $0.0 $0.0 $133.7 $5.5 $158.6 §0.0 $297.7
Demand Charge $0.0 $0.0 $133.6 $5.5 $161.0 $0.0 $300.1
Power Factor Adj. $0.0 §0.0 $0.1 $0.0 §0.0 $0.0 $0.1
Rider M & Rider | $0.0 $0.0 $0.0 $0.0 §0.0 $0.0 $0.0
Service Voltage Adj. $0.0 $0.0 $0.0 $0.0 -§2.4 $0.0 -$24
Total $1,312.0 $357.2 $1,300.8 $105.3 $2,215.7 $21.9 $5,321.9
Amounts Recovered By
Customer Charge §108.5 $42.0 $16.3 $1.8 $48 $0.0 $173.4
Energy Charge & Adj. $1,2035 $315.2 $1,150.8 $98.0 $2,052.3 $219 $4,850.8
Chy $0.0 $0.0 §133.7 $55 $156.6 $0.0 $297.7
Total Rate Design §1,312.0 $357.2 $1,309.8 $105.3 $2,215.7 §$21.9 $5.321.9
Cost of Service Study
Allocation of Costs
Customer-Related Costs $2229 $57.2 $227 $2.3 $3.9 $104 $319.4
Energy-Related Costs $603.4 $141.2 $530.6 $50.0 $1,064.6 $10.6 $2,400.4
nd-R $485.8 $158.8 $756.8 $53.0 $1.147.2 $0.9 $2,602.3
Total Cost of Service $1,312.1 $357.2 $1,300.9 $105.3 $2,215.7 $219 $5,322.1
Fixed Costs $708.7 $216.0 $779.3 $55.3 $1,151.1 $11.3 §$2,921.7
% of Fixed Costs
Recovered by:
Customer Charge 15.3% 19.4% 21% 3.3% 0.4% 0.0% 5.9%)
Energy Charge & Adj. 84.7% 80.6% 80.7% 86.8% 85.8% 100.0% B3.9%
Total Fixed Cost Recovery 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
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Maui Electric Company, Ltd. - Molokai Division
Rate Design Cost Recovery
Final Rates, Docket No. 97-0346
R G 4 H B E Total
Test Year mWh sales 13,012 3,369 9,250 2,256 6,531 497 34915
Rate Design Recovery
Customer Charge $215.9 $115.6 $28.2 $9.9 $10.8 $0.0 $380.4
Energy Charge & Adj. $2,264.2 $803.1 $1,561.6 §317.3 $874.5 $883 $5,909.0
Energy Charge $2,269.0 $801.6 $1,564.0 $318.0 $884.6 $88.5 $5,925.7
Schedule E -$7.3 $1.7 $24 -§0.7 -§2.0 -$0.2 -§14.3
Minimum Bill §7.2 $3.2 $0.0 $0.0 §0.0 $0.0 $104
Power Factor Adj. $0.0 $0.0 $0.0 $0.0 -$24 $0.0 -$24
Apartment House -$4.7 $0.0 $0.0 $0.0 $0.0 $0.0 -$4.7
Rider T & Sch U.. §0.0 $0.0 $0.0 $0.0 -$38 $0.0 -$3.8
Service Voltage Adj. $0.0 $0.0 §0.0 $0.0 -$1.9 $0.0 -$1.9
Demand Charge & Adj. §0.0 $0.0 $150.7 §378 §31.4 $0.0 $219.9
Demand Charge $0.0 $0.0 $150.7 $37.8 $96.4 $0.0 $284.9
Power Factor Adj. $0.0 $0.0 $0.0 $0.0 -$0.3 $0.0 -$0.3
Rider M & Rider | $0.0 $0.0 $0.0 $0.0 -$64.5 $0.0 -§64.5
Service Voltage Adj. $0.0 $0.0 $0.0 $0.0 -§0.2 $0.0 -$0.2
Total $2,480.1 $918.7 $1,740.5 $365.0 $916.7 $88.3 $6,509.3
Amounts Recovered By
L1 Customer Charge $215.9 $115.6 $28.2 $9.9 $10.8 $0.0 $380.4
L2 Energy Charge & Adj. $2,264.2 $803.1 §1,561.6 $317.3 $874.5 $88.3 $5,909.0
L3 Demand Charge & Adj, $0.0 $0.0 $150.7 $37.8 $314 $0.0 $219.9
Total Rate Design $2,480.1 $918.7 $1,7405 $365. $916.7 $88. $6,500.3
Cost of Service Study
Allocation of Costs
L4 Customer-Related Costs $463.8 $131.7 $32.9 $131 $8.9 $14.2 $664.6
LS Energy-Related Costs $703.6 §$183.2 $502.6 $1222 $350.4 $26.9 $1,888.9
L8 Demand-Related Costs $1.3127 $603.8 $1.2051 $229.8 $557.4 $47.2 $3.956.0
Total Cost of Service $2,480.1 $918.7 $1,740.6 $365.1 $916.7 $88.3 $6,500.5
L7=L4 +L6 Fixed Costs $1,776.5 $735.5 $1,238.0 $2429 $566.3 $61.4 $4,620.6
L8B=L1+L7 12.2% 15.7% 2.3% 41% 1.9% 0.0%
L9 = (L2-L5) + L7 |Energy Charge & Adj. 87.8% 84.3% 85.5% 80.3% 92.5% 100.0%
L10=L6+L7 h

0.0% 5.5%
Total Fixed Cost Recovery 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
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Hawaiian Electric Company, Inc.

AVOIDED ENERGY COST RATES
ADJUSTED FOR FUEL PRICES EFFECTIVE JUNE 1, 2009

Avoided Fuel Cost

Avoided O&M Cost

Avoided Working Cash

Avoided Fuel Inventory

Total Avoided Energy Cost Rates

Total Weighted Avoided energy Cost Rate*

* Weighted 14/24 On-peak, 10/24 Off-peak

Qn-Peak  Oft-Peak
11.436 7.325
0.060 0.027
0.106 0.068
0.146 0.146
11.748 7.566
10.006
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Hawaiian Electric Company, Inc.

AVOIDED ENERGY COST RATES
ADJUSTED FOR FUEL PRICES EFFECTIVE - September 1, 2008

On-Peak  OQff-Peak

Avoided Fuel Cost 25.614 21.076
Avoided O&M Cost 0.059 0.029
Avoided Working Cash 0.238 0.196
Avoided Fuel Inventory 0.138 0.138
Total Avoided Energy Cost Rates 26.049 21.439
Total Weighted Avoided energy Cost Rate* 24.128

* Weighted 14/24 On-peak, 10/24 Off-peak

Exhibit D
Page 10f 9
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Hawaii Electric Light Company, Inc
AVOIDED ENERGY COST RATES
ADJUSTED FOR FUEL PRICES EFFECTIVE June 1, 2009
(1) Avoided Fuel Cost 12,536 10.075 ¢kwh
2) Avoided O&M Cost 0.619 0.206 ¢/kwh
(3) Avoided Working Cash 0.087 0.070 ¢/kwh
(4)  Avoided Fuel Inventory 0.096 0.096  ¢/kwh
(5) Total Avoided Energy Cost Rates 13.338 10.447 ¢/kwh
Total Weighted Avoided energy Cost Rate* 12.133 e/kwh

* Weighted 14/24 On-peak, 10/24 Off-peak
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Hawaii Electric Light Company, inc

AVOIDED ENERGY CQST RATES
ADJUSTED FOR FUEL PRICES EFFECTIVE September 1, 2008
(Revised 7/30/08)
(1)  Avoided Fuel Cost 26.517 21.061 ¢/kwh
(2)  Avoided O&M Cost 0.400 0.207 e¢/kwh
(3) Avoided Working Cash 0.183 0.148 e¢/kwh
(4) Avoided Fuel Inventory 0.092 0.092  e¢/kwh
(5) Total Avoided Energy Cost Rates 27.192 21.506 ¢/kwh
Total Weighted Avoided energy Cost Rate* 24823 ¢/kwh

* Weighted 14/24 On-peak, 10/24 Off-peak
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Maui Electric Light Company, Lid .
MAUI DIVISION
AVOIDED ENERGY COST RATES
ADJUSTED FOR FUEL PRICES EFFECTIVE June 1, 2009

(1) Avoided Fuel Cost 9.970 9.650 ¢/kwh
(2) Avoided O&M Cost 0.266 0.243 ¢/kwh
(3) Avoided Working Cash 0.097 0.093 ¢/kwh
(4) Avoided Fuel Inventory 0.151 0.151  ¢/kwh
(5) Total Avoided Energy Cost Rates 10.484 10.137 ¢/kwh
(6) Total Weighted Avoided energy Cost Rate* 10.339 ¢/kwh

* Weighted 14/24 On-peak, 10/24 Off-peak
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PAGE 1 OF 15
Maui Electric Light Company, Ltd .
MAUI DIVISION
AVOIDED ENERGY COST RATES
ADJUSTED FOR FUEL PRICES EFFECTIVE September 1, 2008
Line Qn-Peak Off-Peak
(1) Avolded Fuel Cost 25.005 23.289 ¢/kwh
@ Avoided O&M Cost 0.279 0.227 ¢/kwh
(3) Avoided Working Cash 0.243 0225 ¢/kwh
(4) Avoided Fuel Inventory 0.153 0163 ¢/kwh
(5) Total Avolded Energy Cost Rates 25.680 23.894 ¢/kwh
(6) Total Weighted Avoided energy Cost Rate* 24.938 ¢/kwh
* Welghted 14/24 On-peak, 10/24 Off-peak
Exhibit F
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Line
(1)
(2
©)
(4)
(5)

(6)

Maui Electric Company, Lid .
LANAI DIVISION

AVOIDED ENERGY COST RATES

ADJUSTED FOR FUEL PRICES EFFECTIVE June 1, 2009

ATTACHMENT 5
PAGE 7 OF 10

PAGE 10 OF 27

On-Peak Off-Peak

Avoided Fuel Cost 19.138 14.337 ¢/kwh
Avoided O&M Cost 0.856 0.718 g¢/kwh
Avoided Working Cash 0.110 0.083 ¢/kwh
Avoided Fuel Inventory 0.452 0.452  ¢/kwh
Total Avoided Energy Cost Rates 20.556 16.590 ¢/kwh
Total Weighted Avoided Energy Cost Rate* 18.487 ¢/kwh

* Weighted 14/24 On-peak, 10/24 Off-peak
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Maui Electric Company, Lid .
LANAI DIVISION
AVOIDED ENERGY COST RATES

ADJUSTED FOR FUEL PRICES EFFECTIVE September 1, 2008

Line On-Peak Off-Peak

(1) Avoided Fuel Cost 41.768 31.290 ¢/kwh
(2) Avoided O&M Cost 0.816 0.684 ¢/kwh
(3) Avoided Working Cash 0.227 0.171  ¢/kwh
(4) Avoided Fuel Inventory 0.452 0,452  ¢/kwh
(5) Total Avoided Energy Cost Rates 43.263 32,597 ¢fkwh
{(6) Total Weighted Avoided Energy Cost Rate* 38.819 ¢/kwh

* Weighted 14/24 On-peak, 10/24 Off-peak

Exhibit G
Page 1 of 9




ATTACHMENT 5

PAGE 9 OF 10
PAGE 19 OF 27
Maui Electric Company, Ltd .
MOLOKAI DIVISION
AVOIDED ENERGY COST RATES
ADJUSTED FOR FUEL PRICES EFFECTIVE June 1, 2009
(1) Avoided Fuel Cost 13.643 11.996 ¢/kwh
(2) Avoided O&M Cost 0.730 1.004 ¢/kwh
(3) Avoided Working Cash 0.103 0.096 ¢/kwh
(4) Avoided Fuel Inventory 0.392 0.392  g/kwh
(5) Total Avoided Energy Cost Rates 14.868 13.488 ¢/kwh
(6) Total Weighted Avoided Energy Cost Rate* 14.293 ¢/kwh

* Weighted 14/24 On-peak, 10/24 Off-peak
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' Maui Electric Company, Ltd .
MOLOKAI DIVISION
AVOIDED ENERGY COST RATES
ADJUSTED FOR FUEL PRICES EFFECTIVE September 1, 2008
Line On-Peak Off-Peak
(1) Avoided Fuel Cost 33.372 29.347 ¢/kwh
(2) Avoided O&M Cost 0.696 0.957 ¢/kwh
(3) Avoided Working Cash 0.239 0.215 ¢/kwh
(4) Avoided Fuel Inventory 0.392 0.392 ¢/kwh
(5) Total Avoided Energy Cost Rates 34.699 30911  ¢/kwh
(6) Total Weighted Avoided Energy Cost Rate* 33.121 ¢/kwh

* Weighted 14/24 On-peak, 10/24 Off-peak

Exhibit H
Page 1 of 9
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PUC-IR-43

DOCKET NO. 2008-0274
ATTACHMENT 2

PAGE 1 OF 1

(REVISED 7/13/2009)

ECAC Heat Rate Comparison

HECO
2004
2005
2006
2007
2008
Total

HELCO
2004
2005
2006
2007
2008
Total

MECO
2004
2005
2006
2007
2008
Total

Total
2004
2005
2006
2007
2008
Total

Fuel Expense ($000)

Recv less
Actual Recovered  Actual
327,376 327,550 174
416,073 412,548 -3,525
510,859 511,768 909
518,937 514,037 -4,900
856,990 863,763 6,773
2,630,235 2,629,666 -569
38,117 37,696 -421
65,272 65,144 -128
85,229 82,510 -2,719
74,964 72,914 -2,050
109,618 105,179 -4,439
373,200 363,443 -9,757
110,044 109,021 -1,023
153,832 151,889 -1,943
180,232 176,181 -4,051
173,130 176,003 2,873
252,076 255,184 3,108
869,314 868,278 -1,036 (Revised)
475,537 474,267 -1,270
635,177 629,581 -5,596
776,320 770,459 -5,861
767,031 762,954 -4,077
1,218,684 1,224,126 5,442
3,872,749 3,861,387 -11,362

Source: 4th quarter ECA reconcilation summary, lines 1 and 5.
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Effective January 1,2010

RATE ADJUSTMENT MECHANISM PROVISION
ILLUSTRATIVE EXAMPLE FOR HAWAIIAN ELECTRIC COMPANY, INC.

Rate Adjustment Mechanism (“RAM”) Provision

Purpose

This mechanism is subject to review and continuation,
termination or modification in the utility’s next base rate case
proceeding, upon a showing by the utility and finding by the
Commission that continuation or modification is appropriate. As
part of its submitted testimony in the base rate case, the
Company will include a summary report on the status of certain
HCEI initiatives. The RAM mechanism is designed to determine the
change in annual utility base revenue levels, recognizing
certain estimated changes in the wutility’s cost to provide
service. If, through the application of this mechanism, it is
determined that annual utility base revenues should be decreased
or increased, then the RAM Revenue Adjustment will be applied
within the Revenue Balancing Account Provision. The RAM Revenue
Adjustment established for RAM Period calendar year 2011 shall
remain in effect until the Commission approves a base revenue
level in the Company’s 2011 test year rate application.

Definitions

a) The Annual Evaluation Date shall be the Date the Company
will make its annual filing under this mechanism. The Annual
Evaluation Date shall be no later than March 31, of each year
commencing March 31, 2010.

b) The Evaluation Period is defined as the historical twelve
month period ending December 31, of each calendar year preceding
the Annual Evaluation Date. The Evaluation Period 1is used

solely to determine achieved earnings and any sharing of such
earnings above the Authorized Return on Equity.

c) The RAM Period is defined as the calendar year containing
the Annual Evaluation Date.

d) The Labor Cost Escalation Rate shall be the applicable

annual percentage general wage rate increase provided for in
currently effective union labor agreements for use in escalating

HAWAITAN ELECTRIC COMPANY, INC.
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REVISED SHEET NO.
Effective January 1,2010

RATE ADJUSTMENT MECHANISM

wage and salary Base Expenses for both union and non-union
employees to determine the RAM Revenue Adjustment for each RAM
Period. In the event no union labor agreement exists for a RAM
Period, the most recently effective annual general percentage
increase rate shall apply.

e) The Non-labor Cost Escalation Rate shall be the consensus
estimated annual change in the Gross Domestic Product Price
Indicator (“GDPPI”) to escalate non-labor Base Expenses to
determine the RAM Revenue Adjustment for each RAM Period. The
GDPPI escalation rate shall be the consensus projection
published by the Blue Chip Economic Indicators (Aspen
Publishing) each February for the current Rate Adjustment
Period. In the event that the Blue Chip Economic Indicators
forecast of the GDPPI is not available, the Consumer Advocate,
Company, and other parties to the most recent rate case, with
approval of the Commission, shall jointly select an alternative
data source, or national economic index similar to GDPPI, as
appropriate.

f) The annual Labor Productivity Offset shall be fixed at 0.76
percent (76/100 of one percent) and will be subtracted from the
Labor Cost Escalation Rates applicable to Base Expenses to
determine the authorized RAM Revenue Adjustment for each RAM
Pericd.

g) The Base Expenses shall Dbe the labor and non-labor
operations and maintenance expense amounts approved by the
Commission in the most recently completed rate case where the
test vyear was the Evaluation Period, or alternatively as
approved by the Commission for the immediately preceding year
Rate Adjustment Mechanism results if the Evaluation Period was

not a test year. Base Expenses shall not include any fuel,
purchased power, IRP/DSM, pension, Other Post Employment
Benefits (“OPEBR") , or Clean Energy/Renewable Energy

Infrastructure costs that are subject to recovery through
separate rate tracking mechanisms.

h) The Major Capital Projects shall be those capital
investment projects that require application and Commission
approval under the Commission’s General Order No. 7, but

HAWAIIAN ELECTRIC COMPANY, INC.
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RATE ADJUSTMENT MECHANISM PROVISION

excluding those projects included in the Clean Energy
Infrastructure Surcharge.

i) The Baseline Capital Projects shall be the total amounts of
capital investment completed and closed to Plant in Service,
excluding amounts related to Major Capital Projects.

7) The Return on Investment shall be the overall weighted
percentage rate of return on debt and equity capital approved by
the Commission in the most recently completed rate case.

k) The Authorized Return on Equity shall be the overall
weighted percentage rate of return on equity capital approved by
the Commission in the most recently completed rate case.

1) The Exogenous Tax Changes shall be the changes in tax laws
or regulations that are estimated to impact Authorized Base Rate
Revenues by two million dollars ($2,000,000) or more.

m) The Rate Base shall be the average net investment estimated
for the RAM Period, including each of the elements of rate base
reflected within the most recent rate case Decision & Order
issued by the Commission, quantified in the manner prescribed in
part (f) of Section 2 of the Rate Adjustment Mechanism.

n) The Authorized Base Revenue shall be the annual amount of
revenue required for the utility to recover its estimated
Operations & Maintenance, Depreciation, Amortization and Tax
expenses for the RAM Period, as well as the Return on Investment
on projected Rate Base for the RAM Period, using the ratemaking
conventions and calculations reflected within the most recent
rate case Decision & Order issued by the Commission, quantified
in the manner prescribed herein.

0) The RAM Revenue Adjustment shall be the difference between
the calculated Authorized Base Revenue for the RAM Period and
either: 1) the previous vyear’s calculated Authorized Base

Revenue; QY - :2) the revenue requirement approved by the
Commission in an interim or final -decision in the Company’s
general rate case, whichever is more recent. The RAM Revenue

Adjustment determined by this RAM Provision is to be recovered
HAWAIIAN ELECTRIC COMPANY, INC.
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RATE ADJUSTMENT MECHANISM

through the RBA Provision commencing on June 1 and over the
subsequent 12 months after June 1.

p) Earnings Sharing Revenue Credits shall be the amounts to be
returned to customers as credits through the Revenue Balancing
Account (“RBA”) Provision, so as to implement the earnings
sharing percentages and procedures described herein, commencing
on June 1 of the calendar year containing the Annual Evaluation
Date and over the subsequent 12 months after June 1.

q) Major Capital Projects Credits shall be the amounts to be
returned to customers through the Revenue Balancing Account
Provision, to reduce the preceding year’s RAM Revenue Adjustment
(including interest at the rate described in the RBA Provision)
for specific major capital projects that were not placed into
service within the first nine months of the preceding RAM Period
as expected.

the RBA Provision, commencing on June 1 of the calendar vyear
containing the Annual Evaluation Date and over the subsequent 12
months after June 1.

Rate Adjustment Mechanism

The Company shall file with the Commission, the Consumer
Advocate and each party to the Company’s most recent rate case
proceeding, the schedules specified below:

Evaluation Period Earnings Sharing:

HAWAIIAN ELECTRIC COMPANY, INC.
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RATE ADJUSTMENT MECHANISM PROVISION

1. For the twelve month period ending December 31, of each
year (the “Evaluation Period”), with the filing to be made

later than March 31, of the year following the

conclusion of the Evaluation Period. The schedules will
include the following:

Company’s recorded actual average net plant in service,
accumulated deferred income taxes, inventory, working
capital, and other rate base components. The schedules
shall also show the wutility’s depreciation expense,
operating and maintenance expense, income taxes, taxes
other than income taxes, and other components of income
for return, revenues, and capital structure, cost of
debt, overall cost of capital, and return on common
equity in the format set forth in the final order
establishing the Company’s latest effective rates.

b) All applicable accounting and pro forma adjustments

historically required in annual reports filed with the
Commission.

Pro-forma adjustments to remove from recorded revenues
any out-of-period Earnings Sharing Revenue Credits or
Major Capital Projects Credits recorded during the
Evaluation Period, and

A calculation comparing the achieved return on average
common equity to the following earnings sharing grid, and
indicating the Earnings Sharing Revenue Credit that
should be recorded within the Revenue Balancing Account
to effect the prescribed sharing of earnings above
authorized levels:

HAWAIIAN ELECTRIC COMPANY, INC.
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RATE ADJUSTMENT MECHANISM

ROE at or below the Retained entirely by shareholders
Authorized ROE - no customer credits

First 100 basis points 25% share credit to customers
(one percent) over
Authorized ROE

Next 200 basis points 50% share credit to customers
(two percent) over

Authorized ROE

All ROE exceeding 300 90% share credit to customers
basis points (three
percent) over
Authorized ROE

RAM Period RAM Revenue Adjustment:

2) The Company shall provide additional schedules indicating
the following proposed RAM Revenue Adjustment calculations

applicable for the RAM Period using the methodology set
forth below:

a) The Base Expenses shall be segregated between labor and
non-labor amounts and treated as follows:

- 4

ai.

» & s 198

The labor component shall be quantified for the
RAM Period by application of the Labor Cost
Escalation Rate, reduced to account for the
Productivity Offset to labor expenses.

The Non-labor components quantified for the RAM
Period by application of the Non-labor Escalation
Rate.

Tracked 0O&M expenses for fuel, purchased power,
pension/OPEBs, IRP/DSM or other rate adjustment
provisions are to be carried forward for the RAM
Period at the fixed amounts established in the
most recent rate case proceeding.

b) Depreciation and amortization expenses shall be
quantified for the RAM Period by application of
Commission-approved accrual rates to the actual recorded
Plant in Service balances at the end of the Evaluation

Docket No.

Period.
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RATE ADJUSTMENT MECHANISM PROVISION

c) The Authorized Base Revenue required for Rate Base shall
be determined by multiplying the applicable Return on
Investment percentage rate times Rate Base. The
Authorized Base Revenue associated with return on
investment shall include related income taxes on the
equity components of such return. The quantification of
Rate Base is specified in greater detail in part (f) of
this Section 2.

d) The Authorized Base Revenue impact of any Exogenous Tax
Changes shall be included in the RAM Period calculation
of Authorized Base Revenues.

e) Revenue taxes shall be adjusted to account for the change
in parts (a) through (d) of this Section 2.

f) Rate Base for the RAM Period shall be quantified as
follows:

i. Plant in Service, Accumulated Depreciation,
Accumulated Deferred Income Taxes and
Contributions in Aid of Construction (“CIAC”)
shall be a two-point average of actual recorded
balance sheet data at December 31 of the
Evaluation Period, plus projected values at
December 31 of the RAM Period determined as
prescribed in parts (ii) through (v), below.

ii. Plant in Service shall be quantified by adding to
the recorded balances at December 31 of the
Evaluation Period, the simple average of Baseline
Capital Projects plant additions recorded in the
immediately preceding five calendar years, plus
the estimated cost of completed Major Capital
Projects that are anticipated to be in service by
September 30 of the RAM Period. The cost of
Major Capital Projects shall be limited to the
dollar amounts previously approved by the
Commission.

iii. Accumulated Depreciation at December 31 of the
RAM Period shall be quantified by increasing the
recorded balances at December 31 of the
Evaluation Period by the amount set forth in
Section 2 part (b) above.

iv. CIAC shall be quantified by adding to the
recorded balance at December 31 of the Evaluation

HAWAIIAN ELECTRIC COMPANY, INC.
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RATE ADJUSTMENT MECHANISM

Period an estimate of the net change for the RAM
Period. The net change shall be based on a
simple average of cash and in-kind CIAC for the
immediately preceding five calendar years for
programs (i.e., numerous low cost capital
projects) plus specific engineering estimates of
any contributions for the Major Capital Projects
anticipated to be in service by September 30 of
the RAM Period.

v. Accumulated Deferred Income Taxes shall be
quantified by adding to the recorded balances at
December 31 of the Evaluation Period the
estimated tax effect of the depreciation timing
difference (i.e., difference between book
depreciation and tax depreciation) on the
Baseline Capital Projects and Major Capital
Projects added to rate base during the RAM
Period.

vi. Working Cash and all other elements of rate base
not specifically addressed above shall be fixed
at the dollar amount approved by the Commission
in the last rate case Decision & Order. These
elements of rate base shall be held constant
until revised by a Commission Decision & Order in
a subsequent general rate case.

Evaluation Procedures

Complete, indexed workpapers and electronic files supporting
the RAM Adjustment Schedules shall be provided to the
Commission, the Consumer Advocate and all other parties to the
Utility’s most recent rate case proceeding, coincident with
the date of filing. The Company will be prepared to provide
supplemental information as may be requested to ensure
adequate review by the Commission, Consumer Advocate or other
parties. The Consumer Advocate and the other parties may
propose any adjustments determined to be required to bring the
schedules into compliance with the above provisions and will
work collaboratively to reach agreement on any proposed

HAWAIIAN ELECTRIC COMPANY, INC.
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adjustments. As described in Sections 6-61-61 and 6-61-111 of
the Hawaii Administrative Rules, Title 6, Chapter 61, based
upon the Company’s filed schedules and in the absence of any
protests submitted by the Consumer Advocate or other parties
not later than 15 days before the June 1 effective date of the
RBA Rate Adjustments described in the RBA Provision tariff,
the RBA Rate Adjustments incorporating the RAM Revenue
Adjustment shall go into effect on the June 1 effective date
and the Commission shall confirm in its monthly Tariff Order
the effectiveness of the Company’s proposed tariff, so as to
achieve the revenue levels approved for both the Evaluation
Period and RAM Period.

Notice

Notice of the annual Rate Adjustment Mechanism filing shall be
provided to all affected customers of the Utility in
accordance with the provisions of this section by publication
in newspapers of general circulation within 30 days and by
including notification with its billing statements within 60
days after the Company makes its annual filing pursuant to
thils TaEEi1EL. The notice to customers shall include the
following information:

a) A description of the proposed revision of revenues and
Earnings sharing credits;

b) The effect of the proposed RAM Revenue Adjustment on the
rates applicable to each customer class and on the
typical bill for residential customers; and

c) The Company’s address, telephone number and website where

information concerning the proposed RAM Revenue
adjustment may be obtained.

HAWAIIAN ELECTRIC COMPANY, INC.
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Sales Decoupling
Implications of customer outages on revenue

Under sales decoupling the utility recovers a target revenue amount to recover its
fixed costs. Since target revenues are not linked to sales, customer outages will not affect
the revenue recovered by the utility with decoupling. Under traditional ratemaking, in
which utility revenues are tied to sales, customer outages reduce sales and reduce utility
revenue.

The objective of sales decoupling is to allow the utility to recover its fixed costs.
Fixed costs do not change as the result of customer outages. On the contrary, fixed costs
may actually increase as a result of repair and replacement efforts necessary to restore the
system following an outage.

In the HECO Companies’ annual service reliability reports, reliability indices are
calculated using the data from all sustained system outages, except customer maintenance
outages. The indices’ results are reported on a normalized basis, where the underlying
data is scrubbed for outages that are occur due to “abnormal” situations such as
hurricanes, tsunamis, earthquakes, floods, that cascade into a loss of load greater than
10% of the system peak load. Thus, there is a distinction between minor outages that are
reflected in the annual service reliability reports and the major outages that are
considered “abnormal”.

The minor outages do not result in a great financial loss to the Companies, given
their low level of occurrence as reflected in the annual service reliability reports.
However, the Commission has initiated investigative proceedings for major outages when
it has determined an investigation to be warranted. These investigations have addressed
the cause of the outage, whether the outage was reasonably preventable by the
Companies, if they could have been contained or made of shorter of duration, and if any
penalties should be imposed. However, the Companies propose that in the event that the
Commission finds that the Companies did not act responsibly, prudently, and in the
public interest, the Commission may reduce the Companies’ target revenues as an
alternative to the imposition of a penalty.



